International 
Marketing Information 
eries 


4:4 
= 


Foreign Economic Trends 
and Their Implications 
for the United States 


JULY 1982 


COSTA RICA 


PET 62-067 
Frequency: Annual 
Supersedes: 81-057 


PREPARED BY 
AMERICAN EMBASSY SAN JOSE 


U.S. DEPARTMENT OF COMMERCE 


International Trade Administration 
Washington, D.C. 20230 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. 
Annual subscription, $55 Foreign mailing, $13.75 additional. Single copies, $1.50, available from 
Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





1980/81 Projected 
Change 1982 


, 100 
,083 
»238 


Nm 
aid aad OS 


O1 PO W 
Ge “eG 


. 


Pho 


O71 OO PO 
. — 


LO PO OY 


Q 
oO 


29 
23 
53 
158 


-186 
-335 
3,965 


1,141 
29% 
22%, 

1,302 

35% 

13% 


in 1981, conversions to dollars were 
rate of 8.6 (new official rate is 20 and free rate 
) in order to facilitate year-to-year comparison. 
ology was used to calculate dollar GDP and per 
dollars: take 1980 GDP in constant colones, convert 
multiply by the percent of GDP growth in 1981, then 
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service figures are not given because principal and interest payments 
Suspended in third quarter. Interest arrearage in 1981 was about $126 
ion and principal arrearage $ 236 million. The terms of debt restructurina 
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)tiations are unknown so a projection for 1982 for debt service is not possible. 





SUMMARY 


The rate of economic growth in the Costa Rican economy declined in 
each year after 1977 to culminate in a drop in gross domestic prod- 
uct (GDP) of about 3 percent in 1981 and a projected bottoming out 
in 1982 with a further decline of about 4 percent. The economy is 
suffering its worst crisis since the 1930's, and a gradual recovery 
throughout the 1980's is possible if economic stabilization and 
austerity policies are implemented’ soon. A large external debt 
must be worked down slowly, and a huge internal public sector defi- 
cit must be trimmed more quickly and drastically. Inflation and 
unemployment were high in 1981 and will be worse in 1982. The cut- 
off of external credit from foreign commercial banks and suppliers 
in 1981 forced a 22 percent drop in imports in nominal terms 
through a devaluation of over 200 percent from January to December. 
Export performance held up in spite of serious problems in the Cen- 
tral American Common Market (CACM). The current account of the 
balance of payments improved but was at least partly due to non- 
payment of interest. The capital account decreased because of 
capital flight and cutoff of commercial lending. The Central 
Government fiscal situation improved in 1981, but the deficits 

of the rest of the public sector agencies increased. As a re- 
sult, a greater percentage increase in credit from the national 
banking system went to the private sector. The Government of 

Costa Rica (GOCR) reached an agreement for a 3-year Extended Fund 
Facility ($330 million) with the International Monetary Fund in 
June 1981 but did not meet the first set of economic targets and 
the agreement remains in suspense. 


The economic outlook for 1982 is to continue and deepen somewhat 
the adverse trends of high inflation, unemployment, and recession 
evident in 1981. The same low level of imports in real terms will 
prevail, but there should be improvement in the capital account 

and greater stability in the exchange rate. The major economic 

ill facing Costa Rica in 1982 is a huge public sector deficit of 
over 15 billion colones. Cutting this deficit is the primary task 
of the new government under President-elect Luis Alberto MONGE, 
which took office on May 8, 1982. The new economic team has prom- 
ised to implement the painful but required economic austerity meas- 
ures and negotiate a l-year Standby Agreement with the International 
Monetary Fund (IMF). Such steps are a sine qua non for laying the 
bases for gradual economic recovery. 





DOMESTIC ECONOMY 


Failure to adjust during recent years to growing disequilibria in 
the Costa Rican economy and consequent accumulation and postpone- 
ment of adjustment, achieved by borrowing in commercial markets, 
came to an abrupt and crashing climax in 1981. The causes were 
internal and external but the first signal, and ultimate forcing 
of adjustment, came when foreign banks and then suppliers cut off 
credit to both the public and private sectors. 


The Costa Rican economy suffered serious reverses in 1981, prob- 
ably the worst year in four decades. GDP decreased in real terms 
by 3.6 percent (GDP is 9,295 million in constant colones and 60,600 
million in current colones). On the free market, the colon de- 
valued by over 200 percent from early 1981 (12.6 to 38) to Decem- 
ber 31, and the official rate was changed from 8.6 to 20 to US$1 
by the Legislature in December. Inflation was in the 100 percent 
range. A slowed economy with s‘ack demand for labor caused the 
unemployment rate to increase from 5.9 percent (July 1980) to 9.0 
percent (December 1981). Gross investment declined 4.3 percent 
while public and private consumption decreased in real terms. 

One positive but painful development was reduction of the trade 
imbalance from -$538 million in 1980 to -$174 million in 1981. 


Financing of the large public sector deficit caused credit to the 
public sector to grow disproportionately to the private sector. 
This put a credit squeeze on the private sector continuing a 
troublesome trend of recent years. High interest rates, credit 
tightness in the private sector and rising prices also contributed 
to declining economic activity. Consistent with these trends the 
drop in sectoral GDP growth rates was broad based. The agricul- 
tural sector showed slight growth with production growing by 2.3 
percent over 1980. Banana and meat production increased while 
Sugar decreased as did basic grain production. Coffee production 
was also less than the previous year's. Declining production hit 
hardest in construction (-21.5 percent) and commerce (-16.3 percent), 
transport and communications (-1l percent), and industry (-1.1 per- 
cent). The Economic Research Institute surveyed the industrial 
sector in late 1981 and found that one-third of the industries 
expected to close in first semester 1982. In addition, the study 
indicated that two-thirds of the industries were not contemplating 
any new investment in 1982. Structural changes are needed in the 
industrial sector to make it more efficient and less import depend- 
ent. Industrial raw material and capital imports were 28.4 percent 
of total imports in 1961 and 48.9 percent in 1980 (raw materials 
went from 19 percent to 36 percent). There has been improvement 
but more is needed, as evidenced by the percent of industrial 
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exports to industrial raw material imports which increased from 
8.6 percent in 1962 to 70.4 percent in 1980 (raw materials = $532 
million, export = $375 million). 


TRADE BALANCE 


Costa Rica's terms of trade continued unfavorable as coffee prices 
during 1981 remained low and oil prices high. Total exports were 
$1,031 million or 2.9 percent higher than 1980 but declined in real 
terms. The only traditional exports to show a significant increase 
in 1981 were bananas and meat. Bananas increased in value by about 
$50 million and for the first time in many years exceeded the value 
of coffee exports. Beef exports were $71 million in 1981, up by 

32 percent. Costa Rican trade (exports and imports) with the CACM 
decreased by 23 percent, and total CACM trade fell about 30 percent. 
Costa Rica ended the year with a favorable balance of trade with 
all Central American countries including Panama. Exports to the 
CACM were $225 million, down 15 percent and imports were $152 mil- 
lion, down by 32 percent. The fact that total nontraditional in- 
dustrial exports declined 10 percent and nontraditional agricul- 
tural exports (both of which include CACM) were down by only 2.5 
percent means that the devaluation had a positive impact in increas- 
ing nontraditional exports to third country markets. 


Imports dropped drastically by 22 percent to $1,205 million as a 
result of a 200 percent plus devaluation in 1981 and a severe dol- 
lar shortage. In real terms, imports declined about 30 percent. 
The trade balance thus showed significant improvement dropping 
from a $539 million deficit to $174 million in 1981. In fact, the 
last quarter showed a $3 million surplus. Imported consumer goods 
showed the largest decrease of 32 percent. Other categories declined 
in current dollar terms as follows: raw materials (-6.7 percent), 
capital goods (-22.5 percent), and construction materials (-20.9 
percent). The import of petroleum products decreased in 1981 by 
10 percent in value to $172 million and in volume by 15 percent to 
4.53 million barrels. 


BALANCE OF PAYMENTS 


The balance of payments most clearly showed the severe economic 
adjustment being imposed on the economy in 1981. As stated above, 
the trade deficit decreased in 1981 as did the current account 
deficit, helped along by unpaid interest payments. When the net 
deficit in services and transfers is included, the country sus- 
tained a current account deficit of $382 million during 1981, down 
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EXTERNAL DEBT 


Official capital inflow in 1981 was net $257 million mainly from 
multilateral and bilateral sources. Commercial bank lending to 

the public sector, except for $31 million in short-term loans early 
in the year, was virtually nonexistent. Banking credit to the pri- 
vate sector and then supplier credit were gradually reduced or cut 
off during the year. The GOCR stopped interest payments in Septem- 
ber and principal payments in July. The GOCR has held three meet- 
ings with a Steering Committee of private banks, chaired by Bank 

of America, to try to reschedule the $1.1 billion in outstanding 
debt. Small progress has been made towards reaching an agreement. 
The GOCR proposed that principal on short-term loans be converted 
to 5 years with 3 years' grace and medium-term loans to 10 years 
with 5 years' grace. Interest payments due over the next 5 years 
would be converted to new loans. For their part, the banks want 
full interest payments and a GOCR-IMF agreement. The debt resched- 
uling proposal underlines the fact that the debt is a serious bur- 
den for the economy for years to come. The foreign debt in 1986 
will be larger than it is now, and debt service will be a heavy 
burden, causing a foreign exchange constraint on growth through- 
out the 1980's. The total public sector external debt is $2.6 bil- 
lion as broken down below. Private sector external debt is not 
accurately known but is believed to be between $800 million and 
$1.3 béilliean. 


EXTERNAL DEBT (millions of dollars) 


IMF $ eiPG. 
MDB's 692. 
Bilateral 362. 
Commercial Banks L090. 
Bonds L132. 
CDs Asi sic 

$2,679. 


This total does not include $60 million of suppliers' 
credits nor $126 million of interest arrearage at yearend 
1981. In February President Carazo proposed that the Cen- 
tral Bank voluntarily redeem the Certificates of Deposit in 
colones for those businesspeople who wanted to convert them 
(737.2 to US$1). 





EXCHANGE RATE 


exchange rate rose from about 12.6 colones to USS$1 in early 
ry, to 36 to 39 colones at yearend. The exchange rate system 
nominally freely floating, but government interference through 
llar sales and existence of a bank rate held lower than the street 
rate, often at a large difference, made for a more complicated sys- 
em The colon was devalued officially by the Legislative Assembly 
ecember 1981 from 8.54 to 20 colones per dollar. The Central 
nk withdrew from dollar trading completely in November, but an 
F 1 committee of commercial banks and financieras, dominated by 
te banks, continued to set a lower rate for exporters who 
ad to sell dollars to them at a rate below the free market 
ding to the formula: 10 percent at official trate of 20, 
percent at the bank rate of 36. Consequently exporters 
for ways to transfer dollars from the bank system below 
market rate. At yearend the banking rate was 36 colones 
while the free market rate was about 39. Dollar denominated 
ficates of deposit (CD's) were issued by the Central Bank as 
- for arrearages accumulated in 1980 but the CD's could not 
are subject to rescheduling reportedly after 5 years 
grace, 


LA 


ue GOCR reached an agreement with IMF for a 3-year Ex- 
3 7 
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nding Facility (EFF) worth $330 million. in the case 
dae 1980 IMF Agreement, the GOCR did not meet the economic 
agreed to with the Fund and after the initial disbursement 
she disbursements were made. At present, there is no GOCR- 
eement. An IMF mission visted San José in November 1981 and 
1.1 team in January 1982 to discuss a l-year Standby Agree- 
GOCR. The major outstanding problem is GOCR reduction 
large public sector deficit before an IMF mission can return 
ize an agreement. 


Y POLICY 
supply increased by 52 percent in 1981, of which currency 
-culation increased by 55 percent to 3,501 million colones. 
ease was large because of high inflation and continuing 
blic sector deficit. High inflation increased demand for 
ces. Demand deposits on the other hand grew by only 15 
This reversed the trend of recent years. Savings deposits 
year with a 10 percent increase, far below the rate of 
Time deposits at yearend were up 34 percent over 1980. 
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Demand deposits denominated in dollars decreased by $35 million 
and dollar time deposits by $3 million. 


MONEY AND CREDIT 
December 31 - Millions §$ 


L979 1980 


Total Liquidity i, 702 2,050 
Ml (currency & demand 
deposits) 72k 829 
Quasi-money 1,042 eed 
Time Deposits 653 729 
Savings 153 162 
Bonds & other deposits 


Total Credit 
Public Sector 19.1 
Central Government L738 
Rest of Public Sector Zes 
Private Sector 10.5 
Other items (net) i 


SOURCE: Central Bank of Costa Rica (converted to dollars at 8.6) 


NOTE: Totals under Quasi-money do not add up to total. Dollar 
deposits were converted by Central Bank at 36 to l. This 
effect was removed to allow comparison in dollars with con- 
version at 8.6. Respective colon totals are: Time - 14,468 
million colones, Savings - 1,851 million colones, Other - 
4,236 million colones. 


Deposit rates in the banking system in December 1981 were raised 
to about 21 percent and loan rates about 25 percent. These are 

negative in real or inflation-discounted terms, but due to money 
illusion and historically low inflation and interest rates, there 
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was low demand at yearend 1981 for bank loans. Paradoxically, 
credit was tight during most of the year. Perhaps some excess 
liquidity at yearend came from bureaucratic inefficiencies of State 
banks in adjusting to new conditions, weak condition of most com- 
panies' financial statements, and weak demand due to the recession. 
Excess liquidity in commercial banks amounted to 00 million 
colones on December 31 distributed as 510 million colones of ex- 
cess reserve and 1,190 million colones of time deposits in the 
Central Bank. 


The public sector use of credit from the national banking system 
continued its disproportionate rate of increase in 198] Total 
credit of the system increased 19 percent over 1980. Credit to the 
private sector increased by 10 percent. Credit to the Central Gov- 
ernment increased 18 percent and to the autonomous institutions by 
21 percent. Monetary policy in 1981 continued the trend of recent 
years of supporting the fiscal gap; nonetheless there was an im- 
provement as the percent increase in 1981 was much less than the 
rate of inflation, causing a credit pinch in the private sect 


FISCAL SITUATION 


The Finance Ministry enjoyed some success in holding down Central 
Government expenditures in 1981, but autonomous agencies of the 
rest of the public sector did less well. The Central Government 
economic deficit decreased by 40 percent (colones converted at 8.6) 
to $228 million in spite of a year of high inflation. Only $64 mil- 
lion was financed externally. Central Government effective or net 
revenues increased by 46 percent to $847 million (7.3 billion co- 
lones). Expenditures increased at a slower rate to $1,033 million 
or by 7 percent. The total public sector deficit as a percent of 
GDP improved slightly by dropping to 9.5 percent compared with 10.4 
in 1980 and over 12 percent prevailing in 1979. The public sector 
deficit increased from 4,236 million colones in 1980 to 5,775 mil- 
lion in 1981. Apart from the Central Government deficit, the public 
sector deficit was swollen by deficits in ICE (power and communica- 
tions company) of about 1,730 million colones, RECOPE (fuels) of 
about 1,500 million colones, and CODESA (State Development Corpora- 
tion) of about 300 million colones. Devaluation raised RECOPE crude 
purchase costs and raised colon cost of ICE foreign debt service 
payments. Obviously the financing of this large public sector 
deficit, mainly by internal credit from the Central Bank, caused 
inflationary pressures and pushed up the exchange rate. 





INFLATION AND UNEMPLOYMENT 


Domestic price inflation shot upwards in 1981 as a result of pent- 
up pressures of a previously overvalued exchange rate and large 
public sector deficits. Inflation was high, but its measurement 
.epends on the yardstick used. Inflation was 117 percent as meas- 
ured by the Wholesale Price Index (WPI) comparing the value of 
January 1 to that of December 31. If a monthly averaging method 

is used, then inflation was 67 percent. The Consumer Price Index 
(CPI) showed an increase of 65 percent from January 1 to December 31 
and 37 percent with monthly averaging. The CPI has many controlled 
items and tends to understate inflation. The WPI is better, but its 
basket of goods has not been changed in over 15 years. Therefore, 

a more modern index might show an even higher inflation rate. Un- 
employment in 1981 ended the year at about 9 percent. The official 
figure for November is 8.7 percent or about 80,000 unemployed. This 
is historically a very high rate for Costa Rica where it has usually 
been closer to 4 percent. The level of underemployment is compa- 
rable to that of unemployment or also about 9 percent at yearend. 


OUTLOOK FOR 1982 


As predicted, 1981 was the worst year for the Costa Rican economy 

in four decades, and, unfortunately, little was done to lay the 
basis for economic recovery. Consequently, 1982 will, with the 
exception of greater exchange rate stability, be a worse year. The 
rate of inflation will be similar to 1981 or in the 100 percent 
range. Unemployment will be about 12 to 15 percent and the contin- 
uing recession will drop GDP by an additional approximately 3 to 5 
percent. Imports should remain the same in real terms as in 1981 

or an increase in nominal terms of about 8 percent. The causes 
remain the same: a large public sector deficit estimated at 15 bil- 
lion colones in 1982, Central Bank emissions, subsidies and controls, 
high oil and low coffee prices, Central American economic collapse, 
a huge foreign debt and devaluation. 


Nineteen eighty two is also a year of political change as the 
Government of PLN President-elect Luis Alberto MONGE took office 

on May 8. His advisors have completed the first draft of a National 
Emergency Plan for the first 100 days of the new administration. 

The Plan will reportedly consist of many unpopular austerity meas- 
ures that are needed to begin to return the economy to equilibrium 
and reach agreement with IMF. For example, new tax revenues must 

be found, electric power rates raised, fuel prices increased sub- 
stantially, and the public sector deficit must be reduced to about 
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7.7 billion colones. RECOPE is now transferring its deficit of 3.4 
billion colones to an exchange loss for the Central Bank which is 
selling RECOPE dollars at 20 colones to US$1 and emitting 270 mil- 
lion colones per month to finance its exchange loss (the difference 
between ¢20 and its purchase price of ¢37 to USS$1). 


There is no hope for turning around the economic performance in 
1982, but the Government can take some important steps to lay the 
bases for recovery in addition to those mentioned above. First and 
foremost, it must reach an agreement with IMF and then negotiate new 
loans with the IBRD and IDB. It must seek additional bilateral 
assistance from the United States and other donors. The new GOCR 
should seek an accommodation with the private international banks 
for rescheduling of principal and payment of at least a part of the 
interest payments. It also should negotiate a rescheduling of its 
government-to-government official debt through a Paris Club arrange- 
ment. The most important policies will be domestic policies which 
show fiscal restraint on one hand and proper exchange rate and legal 
incentives for foreign and domestic investment, especially in ex- 
ports, on the other. Many tough decisions and much economic sacri- 
fice lie ahead, but 1982 can be the year of major decisions that 

lay the foundations for gradual economic recovery over the coming 
years. 


IMPLICATIONS FOR AMERICAN BUSINESSES 


In 1981, the U.S. share of the Costa Rican import market remained 
at 33 percent even though it declined by about $110 million in 
absolute terms to about $400 million. In 1982, U.S. sales to Costa 
Rica will increase in both relative and absolute terms based on 
increased U.S. Government balance-of-payments assistance. 


For those American businesses sophisticated enough to differentiate 
between a region and a country and between a country and individ- 
ual enterprises, there is still opportunity in Costa Rica. The 
country's vaunted democratic system was reaffirmed in the recent 
elections, the richness of its agricultural land remains, there 

is good infrastructure, excess electric power, and an educated 
populace. Despite payments problems and dislocations caused by 
lack of credit, export performance is good, projected at $1.1 bil- 
lion for 1982. The huge devaluation since September 1980 has 
greatly strengthened the competitiveness of the export sector, making 
investment in production for export more attractive. However, as a 
word of caution, the gap between the bank rate at which exporters 
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must sell dollars earned and the free market at which they must 
often buy dollars widened in March 1982 to 21 percent (37.2 and 


45) and if allowed to continue to grow further could act as a 
disincentive to some exporters. 


That is the broad picture. In particular, many Costa Rican com- 
panies will be rescheduling their debt with U.S. and other foreign 
banks because of the impact of the devaluation on their dollar de- 
nominated loans. U.S. business should understand that the financial 
situation of Costa Rican companies varies significantly depending 

on their foreign debt and export potential. Costa Rican companies 
that import large amounts of inputs and export little or none are 

in obvious difficulty. On the other side of the spectrum, those 
companies that import little and export much are a good credit risk. 
The shades in between are more difficult to assess, especially as 
one goes beyond the point where a company exports slightly less than 
it needs to import and must go to the free market to make up the dif- 
ference. Likewise, companies with large foreign debt are in more 
difficult circumstances than those with small foreign debt, other 
things being equal. In assessing creditworthiness, therefore, U.S. 
businesspeople should put prime importance on the payment history 

of the Costa Rican company they are working with, especially the 
most recent payment history, and on the nature of the creditor's 


business. Due to dollar tightness and budgetary restrictions, U.S. 
exporters should be aware that being government or quasi-governmental 
agencies will not in and of itself guarantee creditworthiness, par- 
ticularly in the near term. 


INVESTMENT CLIMATE 


Costa Rica, although still a part of Central America, continues to 
offer a favorable investment climate. From the viewpoint of the 
foreign investor, constitutional guarantees of equal treatment, en- 
forced by an independent judiciary, are of particular importance. 
The Government encourages foreign investment in projects considered 
beneficial to the country, especially agro-business related invest- 
ments. Incentives offered vary depending on such factors as the 
use of local resources, employment created, export potential, and 
whether a similar industry already exists in Costa Rica or within 
CACM. The recent devaluation (running 45 colones to US$1 in March 
1982) plus other incentives make exports a particularly attractive 
area to the foreign investor. A highly educated and readily train- 
able labor force and a large hydroelectric potential are additional 
attractions to the potential investor. Two new free trade zones 
are open for business on the Atlantic and Pacific coasts. A whole 
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new dimension for U.S. trade and investment were opened up in 
President Reagan's Caribbean Basin Plan speech before the OAS on 
Fiscal incentives for investment and a one-way Free 
re being proposed for action to the U.S. Congress and 
open up promising new opportunities for trade and 


Potential investors interested in obtaining detailed information 
on investment incentives offered by the Costa Rican Government may 
wish to write directly to: 


Promotion Center (CENPRO) 


Station 
Rico 00922 
IAPPT 








You might be, if you don’t have current, up-to-date in- 

ARE formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 

YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 


EXPORTING you need to succeed in overseas business. 
Overseas Business Reports (OBR’s)—40 
BLINDFOLDED? a year—bring you detailed information on overseas 


trade and investment conditions and opportunities. 
They'll bring you the latest marketing information on 
countries offering good potential as sales outlets for 


U.S. goods. You'll find information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels @ market prospects for 

@ natural resources selected U.S. products 

® population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 
twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in 130 countries. This series is essential for 
analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 


@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 

@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 

@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 


U.S. Department of Commerce e International Trade Administration 


TEE TE ARE TATOO BAIT OE I A ER RO A A RR EET RA TERMINI RONMENT A 
ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 
Credit Card Orders Only 


Total charges $ Fill in the boxes below. 


Enclosed is $ 0 check, VISA® 
C) money order, or charge to my 


Deposit Account No. Credit 
errr Gado. CLELITTTITII TIT 


master charge Scntation thes 
Dette xpiration Date 
RI et Month/Year LITT) 


Enter my subscription to: (] Overseas Business Reports at $44 per year ($55 overseas) For Office Use Only 
(J Foreign Economic Trends at $55 ($68.75 overseas) Quantity Charges 


Company Name 
ompany Enclosed 


To be mailed 
Subscriptions 
Postage 
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